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EVALUATING COORDINATION OF CARE IN
MEDICAID: IMPROVING QUALITY AND CLIN-
ICAL OUTCOMES

WEDNESDAY, OCTOBER 15, 2003

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON HEALTH,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2123, Rayburn House Office Building, Hon. Michael Bilirakis
(chairman) presiding.

Members present: Representatives Bilirakis, Wilson, Brown, and
Green.

Staff present: Patrick Morrisey, deputy staff director, Chuck
Clapton, majority counsel: Jeremy Allen, health policy coordinator;
Eugenia Edwards, legislative clerk; David Nelson, minority coun-
sel; Bridgett Taylor, minority professional staff member; Purvee
Kempf, minority professional staff member; and Jessica McNiece,
minority staff assistant.

Mr. BILIRAKIS. Good morning. I call this hearing of the Health
Subcommittee to order. If you are wondering what we were just
discussing up here, the very significant issue of the Cubs game last
night, and to the couple of young people there who tried to catch
that foul ball and probably will be ostracized the rest of their lives
from Chicago. I would have to move if I lived there.

Anyhow, I would like to thank our witness for taking the time
to join us and provide their perspectives of strategies for improving
the health of Medicaid patients to enhance care and coordination
activities.

As T pointed out during last week’s subcommittee hearing on
challenges facing the Medicaid program in the 21st century, a com-
prehensive review of Medicaid should reveal a number of opportu-
nities underlined for improving this program. In my opinion, learn-
ing more about the innovative strategies States are adopting to im-
prove patient care is one of those opportunities. I feel that this is
an especially critical area, because as we discussed last week, Med-
icaid payments for elderly, blind, and disabled beneficiaries who
represent 27 percent of the total Medicaid population account for
73 percent of total payments.

Obviously, these beneficiaries who are more likely to suffer from
one or more chronic illnesses have the most to gain from effective
coordination of care programs. Additionally, the Medicaid program
itself could realize substantial savings as well. As we will discuss
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today, States have used a number of different strategies, most no-
tably disease management to meet this goal. My own State of Flor-
ida, for example, has partnered with several entities to better man-
age the chronic conditions that we know make up such a large part
of Medicare spending—of Medicaid spending, and I am pleased that
Dr. Rhonda Medows, the Secretary of Florida’s Agency for Health
Care Administration, was able to join us this morning.

Welcome, Doctor, and I know that we are all looking forward to
hearing more about Florida successes. Many States are also begin-
ning to enroll more of their Medicaid beneficiaries in managed care
plans. There is evidence that beneficiary outcomes are improving
under the managed care model which emphasizes coordinating
care, preventive benefits, disease management services for chron-
ically ill patients and improving patient outcomes. We will find out
from you hopefully whether that is the case.

And finally today, we will explore what kind of programs States
have adopted through their traditional fee-for-service structure to
help improve patient outcomes. Primary care, case management
programs have been implemented in a number of States. We have
a couple of State representatives with us today to talk a little more
about their ideas and how they have worked at the State level. It
is my hope that this survey of coordination of care programs will
help members of the subcommittee learn more about what types of
care coordination strategies work best and how we can apply these
lessons as we continue to think about how we can get the most out
of our Federal investment and Medicaid.

I would like to, again, thank all of our witnesses for joining us
today, and we all look forward to your testimony and am pleased
now to yield to my friend from Ohio now, Mr. Brown, for an open-
ing statement.

Mr. BROWN. Thank you, Mr. Chairman.

Thank you all, to all the witnesses who are joining us this morn-
ing. I would like to start by commending Ms. Wilson, my friend
from New Mexico who has worked on behalf of the committee to
determine whether there are ways to maximize our return from in-
gestment on Medicaid and especially appreciate the work she has

one.

To the extent that we can use information and coordination and
outreach to reduce the burden of disease we enhance Medicaid’s
role in the public health system and potentially squeeze more value
out of the dollars we invest. It makes sense to pursue these goals.

Looking at my own State of Ohio, disease management is one of
several tools the State’s Medicaid program is using to improve
health and health care in that State; for example, Medicaid—Ohio
Medicaid—has initiated a large physician profiling demonstration
to learn more about variations in clinical practice and make use of
that information to refine clinical outcomes.

Ohio’s Medicaid’s also working with the public health and pro-
vider community to make sure children receive age-appropriate im-
munizations and increase the number of high risk children who re-
ceive screening for lead poisoning.

Ohio has also initiated several demonstration projects aimed at
improving the quality and cost effectiveness of care for the aged,
the aged, the blind, and disabled.
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Public health outreach, disease management, and other tools
would be worthwhile, even if they didn’t save money, but there is
every reason to believe that they can and they will, but I have res-
ervations about relying on Medicaid HMO’s and private disease
management companies as a primary vehicle for integrating coordi-
nation of care into Medicaid. Effective disease management, like ef-
fective health care, hinges on continuity. HMO’s undoubtedly do
some things well but providing continuity of care is not one of
them.

Some 2.4 million senior and disabled Americans have been
dumped from Medicare+Choice HMO’s over the last 4 years. It
would be difficult to find a population more in need of care coordi-
nation of continuity of care than Medicaid beneficiaries, but dis-
appearing coverage and disease management just simply do not
mix very well.

Over the last 4 years, three Ohio HMO’s, for instance, con-
tracting with the Medicaid program, were shut down by the De-
partment of Insurance, leaving both beneficiaries and providers in
the lurch. To put those three failures into context, there were cur-
rently six HMO’s currently serving Medicaid patients in my State.
Three HMO failures is not a minor problem. Medicaid and pullouts
are certainly not unique to Ohio, so continuity of care is an issue
everywhere.

I also question whether we are actually setting the stage for in-
creased spending by paying private plans, whether they are private
HMO’s or private disease management companies to do what the
Medicaid program itself could do.

To return to Medicaid plus Medicare+Choice, for example for a
moment, Medicare was supposed to save the program money. No
such luck.

Medicare+Choice plans have managed to inflate Federal spend-
ing while deserting beneficiaries left and right. You cannot be-
grudge HMO’s their desire to maximize profits but you can prevent
them from earning those profits at the expense of Medicare and the
expense of Medicaid beneficiaries and American taxpayers. That is
not to say that partnering with private companies is always a bad
idea. It is just to say that privatization is not invariably a good
idea.

In the case of Medicare and Medicaid, if we overestimate the
ability of these companies to achieve efficiencies and underestimate
the length to come, they will go to maximize profits. We will have
no one but ourselves to blame when disease management savings
simply fail to materialize.

In the case of Medicare+Choice HMO’s, we not only overesti-
mated their ability to achieve efficiencies, we allow these plans to
compromise core principles, like universality, continuity, reliability.
All this and higher Medicare expenditures too, not exactly a bar-
gain for beneficiaries or for taxpayers.

When its profitability versus the public good, profitability is
going to win out, and when the choice is to return the maximum
number of dollars to State Medicaid programs or return the max-
imum number of dollars to shareholders, the shareholders are
going to win in a private system.
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We should consider all reasonable options when it comes to mak-
ing the most of the dollars we spend on Medicaid, but if history is
any guide, we should be aware of private sector solutions that
promises big gains at a small cost. As a woman once wiser than
I said, the nice thing about hitting your head against the wall is
it feels really good when you stop.

Thank you.

Mr. BILIRAKIS. The Chair thanks the gentleman, and I appreciate
Mr. Brown commenting on the work, task force work, that Mrs.
Wilson is undergoing on this issue, and I certainly join in that ac-
colade, and I will recognize her for an opening statement.

Mrs. WILSON. Thank you, Mr. Chairman, and thank you for hold-
ing this hearing today. It is the third in a series that your sub-
committee has held on Medicaid and ways that we can—I hope it
lays the foundation for looking at ways that we can improve Med-
icaid for the people who depend upon it most.

In the first hearing that we had, we talked about consumer-di-
rected care, and the reality is under Medicaid, beneficiaries have
far fewer choices than most of the rest of us who have health insur-
ance provided by employers or private health insurance. In giving
people choices and the ability and the knowledge to be able to man-
iQ;g,fel‘cﬁlezil" own care improves satisfaction and improves people’s

ealth.

We also heard last week in testimony that Medicaid doesn’t do
a very good job of collecting data on whether people’s health im-
proves or not. Seems, though, we have all kinds of information on
how much money we spend, but almost no information on whether
anybody’s life is better because we spent it.

We lack the evidence to show what we can do to improve people’s
health, and the reality is that Medicaid was really set up for acute
care. It was set up to pay claims and not to prevent disease or to
improve the quality of people’s health who have disease. It doesn’t
reward physicians for coordinating care for people with chronic ill-
ness.

There are some States, about 21 of them, where beginning to ex-
periment with ways to manage chronic disease, because chronic
diseases represent about 60 percent of the cost of health care in
this country. Diseases like diabetes, heart disease, asthma among
children, depression and cancer, drive up health care costs, and if
we can manage those diseases to improve the quality of health for
those who are facing those diseases, we will be much better off and
much healthier as a country. But Medicaid doesn’t—is not set up
to address those problems. It shouldn’t require a waiver from the
rules to do what is right in the first place, and we need to change
Medicaid so that it is not about following the payment slip and it
is about improving the health of those who depend upon it.

There are some tools we are going to hear about today that I
think are interesting and exciting, some States that decided they
were going to break the mold and ask for a waiver and beg CMS
to approve all of their paperwork, so that you can do some innova-
tive things to improve the health of the people who depend on Med-
icaid. I am looking forward to hearing about the results that you
are seeing, but you shouldn’t be the exception. You should be the
rule, and you shouldn’t have to say, “Mother, may 1,” to get there.
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I am particularly pleased to welcome Chris Selecky from the
LifeMasters here today. LifeMasters does some good work in the
State of New Mexico, and I look forward to hearing your testimony
and the testimony of all the witnesses we have here today.

Thank you Mr. Chairman.

Mr. BILIRAKIS. I thank the gentlelady.

Mr. Green for an opening statement.

Mr. GREEN. Thank you, Mr. Chairman, and like my colleague, 1
appreciate you holding these continued hearings on the Medicare
program, but particularly today with the care coordination.It is an
important issue, and I am glad we have the opportunity to learn
more about it.

Approximately 125 million Americans live with some form of
chronic disease, the most costly and preventable of all health prob-
lems. According to the CDC, chronic diseases account for 75 per-
cent of the $1 trillion spent on health care each year in our coun-
try. They have an impact on almost every American family for the
premature death, long-term illness and disability, loss of income
and costly out-of-pocket expenses.

Chronic diseases are among the most prevalent costly and pre-
ventable of health problems. By the year 2020, health care expendi-
tures for the chronic disease will actually reach $1 trillion, or 80
percent of health care costs. This is especially problematic in the
Medicaid program, as 30 percent of Medicaid population suffers
from these chronic diseases, such as diabetes, hypertension, chronic
obstructive pulmonary disease, or cardiovascular disease.

The cost of treating chronic diseases account for 80 percent of the
total Medicaid expenditures. Because Medicaid patients often lack
a primary care physician or rely on emergency room for the treat-
ment of these diseases, these patients often lack access to the kind
of preventative measures that can help better control their chronic
diseases, so investigating ways to improve chronic disease manage-
ment is such an important topic, care coordination, disease man-
agement, and primary case management and other programs have
all sought to improve outcomes for individuals as chronic diseases
throughout the same time reduces the cost in the program.

These programs aspire to improve day-to-day care for conditions
like diabetes and asthma, so that we can reduce the number of hos-
pital visits and acute episodes that often come with these diseases
are untreated. These programs not only make financial sense but
they also improve quality of life for the beneficiaries who rely on
them to improve their health.

I would much rather spend money preventing kidney failure than
have countless individuals with diabetes go on dialysis each year,
and I see that in my own district, but like every other issue this
committee considers, there is a disagreement over different groups
about how best to provide these services. Some feel strongly that
the private sector models are the best route.

I would argue that the savings generated by real disease man-
agement should be reinvested in the program, rather than used to
pay a percentage of corporate profits, and I think these are fair
questions and States are suffering some of their worst budgeted
crises in years, and Medicare dollars are scarce. And again, I know
from my own experience in Texas we are having problems not only
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with Medicaid scarce dollars, but also with our children’s health
care, where we lost almost 200,000 children for the budget short-
falls.

We should certainly do all we can to ensure that our limited dol-
lars are wisely spent, and Mr. Chairman, I look forward to the tes-
timony of our witnesses and I yield back my time.

Mr. BiLIRAKIS. I thank the gentleman.

[Additional statement submitted for the record follows:]

PREPARED STATEMENT OF HON. W.J. “BILLY” TAUZIN, CHAIRMAN, COMMITTEE ON
ENERGY AND COMMERCE

Thank you, Chairman Bilirakis, for holding this important hearing today. I also
want to thank all of our witnesses for their testimony, which will provide valuable
perspectives on current efforts to better coordinate care for Medicaid beneficiaries.

As we heard in last week’s hearing, Medicaid is a critically important program
that provides health care services for the poorest and sickest Americans. However,
Medicaid also faces a number of challenges—including the perverse incentives it
provides for states to improperly obtain additional federal funding and how restric-
tive federal statutory mandates limit states’ ability to best address beneficiary needs
with flexible benefit packages.

The need to better coordinate care is another challenge that confronts the Med-
icaid program. While this challenge is not unique to Medicaid, it is particularly rel-
evant to the program, given the large number of chronically ill patients who are
Medicaid beneficiaries. Traditional fee-for-service Medicaid programs have been sin-
gularly ineffective in managing the health care needs of these patients. This has
contributed to rapidly increasing health care costs and unsatisfactory clinical out-
comes.

Clinical data shows just how poorly traditional Medicaid does at treating many
beneficiaries with chronic conditions. For example, data from one large Florida hos-
pital revealed that 90 percent of Medicaid patients with diabetic symptoms were ad-
mitted through the emergency room. This is deeply disturbing—diabetes is an emi-
nently manageable disease, which can be controlled through a regimen of physician
monitoring, diet, exercise and regular testing of blood insulin. It is unacceptable
that, in some cases, 90 percent of diabetic Medicaid patients are seeking hospital
admissions through the emergency room, rather than obtaining their treatments
under the direction and care of a primary care physician.

Unfortunately, this situation is not limited to the treatment of diabetes. The same
hospital I referenced earlier also reported similarly high emergency room admission
rates for Medicaid patients with hypertension and congestive heart failure. Medic-
aid’s failure to adequately coordinate the care of these patients leads to increased
utilization of expensive inpatient hospital services, increased costs for the program,
and worse clinical outcomes for patients.

These types of failures have prompted several states to affirmatively act to better
coordinate Medicaid beneficiaries’ care. These efforts have included contracting with
disease management organizations, managed care plans and a variety of other inno-
vative state-sponsored initiatives to promote improved clinical outcomes. All of these
programs share several characteristics—including an emphasis on better coordina-
tion of medical services and pharmaceutical benefits, increased patient education,
and efforts to ensure greater adherence to clinical treatment guidelines.

States using these programs have experienced some dramatic successes, including
significant reductions in the number of necessary hospitalizations and emergency
room visits. In addition, managed care initiatives have produced significant program
savings by reducing the amounts spent on pharmaceuticals, durable medical equip-
ment and certain acute care services.

We can learn from some of these successes, as we consider ideas to reform Med-
icaid. While the coordination of care for Medicaid beneficiaries creates significant
opportunities to improve patients’ quality of care, it also raises significant concerns.
To date, efforts to implement effective coordination of care initiatives have been
hampered by a lack of adequate performance measures and analysis of clinical out-
comes that can demonstrate whether these programs deliver the benefits they prom-
ised. Several recent reports have criticized the overall cost-effectiveness of certain
coordination of care programs. Moreover, some efforts that have been described as
coordination of care reforms, instead have simply replicated existing flawed Med-
icaid structures.
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I believe we owe it to Medicaid’s beneficiaries to provide them with better care.
Improved coordination of care holds the potential to produce significant Medicaid
savings, but more importantly, to also dramatically increase the quality of care that
beneficiaries receive. I look forward to hearing the testimony of the witnesses, who
will hopefully help us identify how we can achieve these important goals.

Mr. BILIRAKIS. We will go right into the panel. Your written
statements are part of the record and I hope what you would do
would be to supplement those statements. We will set the clock for
5 minutes for each of you.

Obviously, if you are on a roll and 5 minutes is up, I am cer-
tainly not going to cut you off, but we would appreciate if you could
stay as close to it as you can, because we will be asking questions,
and you will have an opportunity to supplement some of your state-
ments that way.

The panel consists of Ms. Chris Selecky, the chief executive offi-
cer of LifeMasters Support SelfCare, Inc. She is testifying on behalf
of the Disease Management Association of America; Mr. Dan
Hilferty, president and CEO of the Keystone Mercy Health Plan of
Philadelphia, testifying on behalf of the American Association of
Health Plans; Dr. Rhonda Medows, Secretary of the Florida Agency
for Health Care Administration, Tallahassee, Florida, testifying on
behalf of the State of Florida; Mr. Jeffrey Simms, assistant director
of North Carolina Division of Medical Assistance, testifying on be-
half of North Carolina, so to speak; and Ms. Melanie Bella, Assist-
ant Secretary, Office of Medicaid Policy and Planning, on behalf of
Indiana.

Welcome, again.

Thank you so very much for taking time to be up here, and we
will start off with Ms. Selecky.

Please proceed.

STATEMENTS OF CHRISTOBEL E. SELECKY, CHIEF EXECUTIVE
OFFICER, LIFEMASTERS SUPPORT SELFCARE, INC., ON BE-
HALF OF THE DISEASE MANAGEMENT ASSOCIATION OF
AMERICA; DANIEL J. HILFERTY, PRESIDENT AND CEO, KEY-
STONE MERCY HEALTH PLAN OF PHILADELPHIA, ON BE-
HALF OF THE AMERICAN ASSOCIATION OF HEALTH PLANS;
RHONDA MEDOWS, SECRETARY, FLORIDA AGENCY FOR
HEALTH CARE ADMINISTRATION, ON BEHALF OF STATE OF
FLORIDA; JEFFREY SIMMS, ASSISTANT DIRECTOR, NORTH
CAROLINA DIVISION OF MEDICAL ASSISTANCE; AND
MELANIE M. BELLA, ASSISTANT SECRETARY, OFFICE OF
MEDICAID POLICY AND PLANNING, STATE OF INDIANA

Ms. SELECKY. Good morning.

Thank you, Mr. Chairman and Representative Wilson, for invit-
ing me to speak before the committee today.

My name is Christobel Selecky, and I am the-president elect of
the Disease Management Association of America, which is a non-
profit interdisciplinary association dedicated to the advancement of
health improvement for people with chronic conditions.

I am also the CEO of LifeMasters Supported SelfCare, a pri-
vately held disease management organization that provides coach-
ing, education, and support to more than 300,000 people nation-
wide.
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We are fully accredited by the National Committee for Quality
Assurance to provide disease management services to people with
asthma, congestive heart failure, coronary artery disease, COPD,
and diabetes, and manage the other conditions that go along with
these diseases like depression and high blood pressure.

Our company was founded by a physician, almost 10 years ago,
for the sole purpose of providing disease management services. We
have provided these services to thousands of Medicaid beneficiaries
for several years and currently work with several thousands of
beneficiaries in Florida and New Mexico.

We were one of the first disease management organizations to be
selected by Florida to provide services to their fee-for-service bene-
ficiaries and we are pleased to be continuing with that relationship.

In the first 2 years of that program, we were able to provide the
State almost $4.5 million in real bottom line cost savings on an av-
erage population of just 2,500 beneficiaries with congestive heart
failures. This represented a 5.6 percent net reduction in health
care costs. These savings were the result of significant reductions
in health care service utilization; for example, emergency hos-
pitalizations went down by almost 40 percent.

In addition, beneficiaries received increased levels of evidence
based care from their physicians, such as the 78 percent increase
in annual cholesterol screenings. These programs work equally well
in fee-for-service and managed care plans. In New Mexico, nurses
in our Albuquerque call center provide our program to Medicaid
beneficiaries with diabetes and coronary artery disease who are
members of the Presbyterian health plan.

Disease management is one of those very rare win-win opportu-
nities in health care, in which the beneficiaries win because they
get a better quality of life. The physicians win because they have
the opportunity to manage their patients more efficiently and the
patients win because utilization and health care costs are reduced.
The beneficiaries we serve often have multiple conditions, are tak-
ing several prescription drugs, see many different physicians, and
often experience complications leading to expensive emergency hos-
pitalizations. These complications are caused by things like drug
interactions, the impact of lifestyle choices or the failure to cor-
rectly follow the treatment plan prescribed by the physician.

Medicaid beneficiaries face additional challenges, such as low
levels of literacy, language barriers, frequent changes in eligibility,
problems with gaining access to primary care, transients and other
life issues making health care a secondary concern and higher lev-
els of mental-health issues than the general population. Disease
management programs identify and work proactively with people to
educate and support them in making necessary lifestyle and behav-
ior changes, to monitor their condition in between office visits and
to alert their physicians to any changes in their patient’s condition.

In Medicaid population, disease management organizations have
learned to make special efforts, such as finding beneficiaries a med-
ical home, coordinating transportation, providing home assess-
ments and training, adapting programs to assess language, literacy
and cultural issues and coordinating with local mental health and
social-service resources.
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It has been our experience in several States that Medicaid bene-
ficiaries are hungry for the support and enhanced access to care
that disease management programs provide, and that they partici-
pate in these programs at equal or higher levels than our commer-
cial populations.

It is critical that our country begin to address the needs of our
chronically ill Medicaid beneficiaries, now. In spite of best efforts,
the Medicaid fee-for-service program is not set up to facilitate the
program of optimal care for beneficiaries. We believe the solution
is to integrate fully integrated fully accredited disease management
programs into fee-for-service and manage Medicaid according to the
following principles. There should be no discrimination against
beneficiaries who currently lack access to the benefits of disease
management. These programs should be made available to all Med-
icaid and duly eligible beneficiaries, regardless of whether they
were in managed care or fee-for-service.

Medicaid fee-for-service programs should consider directly con-
tracting with accountable disease management organizations which
can ramp up quickly to immediately begin delivering the benefits
of these services on a population wide basis with financial arrange-
ment that would result at a minimum budget neutrality.

Results of disease management efforts should be measured and
reported objectively, using consistent standardized methods, and
disease management providers should be selected based on dem-
onstrated and documented ability to deliver positive financial and
quality outcomes.

Based on the results from several States, we believe that a com-
prehensive disease management strategy could deliver cost savings
to the Medicaid population into the billion dollars annually while
concurrently improving access to care, quality of life, and health
outcomes.

I appreciate the opportunity to share my views of experience in
disease management with you and look forward to trying to answer
some of your questions.

[The prepared statement of Christobel E. Selecky follows:]

PREPARED STATEMENT OF CHRISTOBEL E. SELECKY, PRESIDENT-ELECT, DISEASE MAN-
AGEMENT ASSOCIATION OF AMERICA, CHIEF EXECUTIVE OFFICER, LIFEMASTERS
SUPPORTED SELFCARE, INC.

The Disease Management Association of America (DMAA) is a non-profit, vol-
untary membership organization, founded in March of 1999, which represents all as-
pects of the disease management community.

Creation of the association was in response to the continued growth of disease
management in the United States. The increasing number of stakeholders depend-
ent on the “promise” of disease management for cost effective, quality healthcare in
this new millennium has created a need for a single voice and a more scientific ap-
proach to the measurement of the success of disease management programs.

DMAA has established an industry-standard definition of qualified DM programs
and entities. The DMAA definition, established in consultation with primary care
and specialty physicians and representing private practice, health plan, and institu-
tional perspectives, is as follows:

* Disease management is a system of coordinated healthcare interventions and
communications for populations with conditions in which patient self-care ef-
forts are significant, supporting the physician/patient relationship and their
plan of care;

* Emphasizes prevention of exacerbations and complications utilizing evidence-
based practice guidelines and patient empowerment strategies; and
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» Evaluates clinical, humanistic and economic outcomes on an ongoing basis with
the goal of improving overall health.
» Disease management services provided to an individual must include:
* Population identification processes;
¢ Evidence-based practice guidelines
¢ Collaborative practice models to include physician and support-service pro-
viders;
¢ Patient self-management education (e.g. primary prevention, behavior modi-
fication programs, and compliance/surveillance);
¢ Process and outcomes measurement, evaluation and management, and rou-
tine reporting; and
* Feedback loop (e.g. communication with patient, physician, health plan, and
ancillary providers and practice profiling)

The Disease Management Organization which I am privileged to lead,
LifeMasters @ Supported SelfCareSM, Inc., has extensive experience in and NCQA
accreditation for providing disease management programs to patients with CHF,
COPD, CAD, Diabetes, and Asthma and has demonstrated that a multi-disciplinary
Disease Management program including patient education, interactive vital sign
and symptom monitoring, nurse support and physician intervention can signifi-
cantly reduce unnecessary utilization and improve quality of care. The company was
founded by a physician in 1994 and currently provides services to more than
300,000 individuals nationwide through its contracts with healthplans, employers,
and government agencies. The LifeMasters™ service model has served as the basis
for five major published outcomes papers.

States are experiencing unprecedented budget deficits as a result of the economic
recession and its resultant impact on tax revenues. Following more than a decade
of economic expansion, state tax revenues are falling for the third year in a row and
most states have already dipped into their “rainy day” funds to make ends meet in
the previous 2 years. This year’s budget balancing promises to be the most difficult
in recent times.

State Medicaid agencies are having an exceptionally difficult time making ends
meet as the result of rising health care costs and increasing enrollments over the
past several years.

Most states are contemplating Medicaid program reductions in the form of: 1. Re-
duced benefits; 2. Tightened eligibility requirements; 3. Lower health care provider
rates; and 4. Moving Medicaid fee-for-service beneficiaries to managed care.

For most poor people, low-income children, the frail elderly, and the blind and dis-
abled, Medicaid is often the only source of health care coverage available to them.
Reducing eligibility and access to care for these groups may offer short-term savings
by shifting costs from the state to the safety net providers and the community. But
the economic hardship placed on safety net providers today, however, will likely
have to be swallowed by the state in subsequent years. To stop this cycle, we must
explore alternative strategies that do more than shift costs.

To identify successful cost-cutting strategies for Medicaid it makes sense to begin
with an understanding of what drives health care costs in this population. A report
by the Centers for Disease Control and Prevention’s Chronic Disease Center esti-
mates that 70% of the nation’s medical costs are attributable to the treatment of
people with chronic disease(s). In addition, 75% of the nation’s deaths result from
complications associated with chronic disease. In a recent report in California,
where LifeMasters is headquartered, the Legislative Analyst’s Office (LAO) esti-
mated that more than 25% of adult beneficiaries, or over 700,000 people, enrolled
in Medi-Cal have at least one chronic condition. The greatest concentration of chron-
ic disease is among the aged, blind and disabled (ABD) population where the Cali-
fornia LAO estimated that 440,000 ABD beneficiaries cost the state $5.3 billion in
2001, an average annual cost of $12,000 per beneficiary. On a national basis, the
elderly and disabled constitute 25% of Medicaid beneficiaries but account for two
thirds of the healthcare costs.

Nationally, the direct cost of treating people with chronic disease(s) is estimated
to be at least $510 billion this year and will soar to $1.07 trillion by the year 2020.
Three diseases, diabetes, congestive heart failure (CHF) and coronary artery disease
(CAD), account for $250 billion or more in annual direct costs, and $429.2 billion
in total costs (including lost productivity, wages, etc.). Many of these expenditures
are related to preventable repeated hospitalizations and emergency room visits.
During the next 30 years, as the U.S. population ages, the number of individuals
and estimated cost of care for people with chronic disease is expected to grow dra-
matically. The time for the states and the federal government to devise proactive
cost reduction and quality improvement strategies is now.
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Further compounding problems for states are the health care challenges caused
by disparities of race, class, culture and ethnicity facing the nation’s elderly and dis-
abled poor. Barriers of education and language directly impact a patient’s ability to
access care. These patients may not seek care, or may rely solely on emergency room
visits, and may be non-compliant with follow-up. These factors contribute to the
high cost of care, and relatively poor outcomes, for Medicaid eligible patients. The
chart displays the disproportionate burden of diabetes facing non-whites.

Cardiovascular disease is a leading cause of morbidity and mortality for all racial
and ethnic groups, but as with diabetes, non-whites disproportionately experience
all risk factors (excepting tobacco use) and rates of complications. Hispanics are also
more likely to have high blood pressure and elevated cholesterol, major risk factors
for cardiovascular disease. In addition, African Americans and other minorities ex-
perience death rates from diabetes and heart disease that are 50-100% higher than
their Caucasian counterparts.

As Congress and the states ponder solutions to this problem, we urge you to con-
sider implementing an innovative approach to managing health called disease man-
agement (DM). DM has taken shape over the past several years and is showing
great promise to deliver better care at lower cost. These results have been achieved
while simultaneously increasing beneficiary access to care, enhancing patient satis-
faction with their healthcare providers, and improving clinical outcomes. Although
there is no singular solution to cure the complex problems facing Medicaid today,
DM is one option that can immediately begin to reduce costs while improving health
outcomes. Based on experience managing similar populations, it is estimated that
DM could save the states many millions of dollars.

Nearly 25 states have initiated disease management efforts, at least at a pilot
project level, and eight have initiated comprehensive programs similar to the ones
described below. Furthermore, the U. S. Department of Health and Human Services
(HHS) and Centers for Medicare and Medicaid Services (CMS) have gained Congres-
sional approval to begin larger scale demonstration projects with Medicare and
Medicare/Medicaid dual eligible populations with chronic disease. Several large
awards were made late in 2002 and several other DM demonstrations are expected
to be awarded and implemented in 2003 and 2004.

DESCRIPTION OF THE PROBLEM

When Medicaid was created in 1965 (Title XIX), the intent was to improve the
medical care being delivered under the public assistance programs. Beneficiaries
were expected to enter the program for a period of time while they needed public
assistance and then move back into the private sector. Consequently, most Medicaid
programs were originally rooted in the provision of acute care under a medical treat-
ment model that largely ignored prevention, self-management, peer support, and
management of complex, co-morbid conditions.

Most people receiving public assistance, however, stay on service longer than ex-
pected. Coupled with advances in the pharmaceutical and clinical management of
chronic conditions, people now have substantially longer life expectancies, extending
the period of eligibility for a larger percentage of the population than was envi-
sioned in 1965. This added longevity has contributed greatly to the steadily growing
number of beneficiaries dually eligible for Medicaid and Medicare. The U.S. Census
waillreau indicates that life expectancy rates have increased steadily since 1965, as
ollows:

Life expectancy at birth,

Year both sexes, all races (years)

1965 70.2
1970 70.8
1975 72.6
1980 73.7
1985 74.7
1990 754
1995 758
2000 Projections 76.4
2010 Projections 174

As a result, chronic diseases, such as arthritis, asthma, cancer, chronic obstructive
pulmonary disease, CHF, depression, and diabetes account for 60 percent of medical
costs in the United States. Cardiovascular disease (principally high blood pressure,
heart disease, and stroke) is the leading cause of death among both men and women
and across all racial and ethnic groups. About 58 million Americans live with some
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form of the disease. In 1999 alone, cardiovascular disease cost the nation an esti-
mated $287 billion in health care expenditures and lost productivity, and this bur-
den is growing as the population ages.

Medicare has recognized that an acute care system is no longer appropriate where
the major killers and cost drivers of our era are chronic conditions. Moreover, it has
reacted by exploring high-tech, innovative delivery systems, such as DM. Medicare
has thus far lacked the legislative authority, however, to implement its demonstra-
tions on a beneficiary-wide scale to provide fair access to all fee for service bene-
ficiaries. On the state level, in the past two years, legislation has been passed in
several states to fund DM. As many as two dozen states considered DM legislation
in their recent legislative sessions.

Those states undertaking DM have elected not to cover dually eligible bene-
ficiaries in their DM projects since the state would be primarily responsible for pay-
ing the cost of the DM program, most savings achieved through DM, however, would
accrue to CMS (this is the result of Medicare being the primary payor and states
are generally being at risk for only pharmacy, Medicare co-payments and transpor-
tation costs for this population). In fact, many beneficiaries enrolled in DM pro-
grams in FFS Medicaid lose this benefit when they become eligible for Medicare.
Former CMS Deputy Administrator Ruben King-Shaw made it clear that CMS is
willing to approve waivers that would allow states to share in any savings achieved
through DM efforts with dually eligible beneficiaries. CMS is also reviewing “unso-
licited” demonstration projects for the management of dual eligibles with chronic
disease, whereby CMS would fund the DM project.

Like the ABD population, dual eligibles have chronic disease prevalence rates
much higher than the overall Medicaid population. For example, CHF prevalence
in the dual eligible population may approach 10% while the prevalence in the gen-
eral population is less than 1%. The average monthly cost for dual eligibles with
CHF is approximately $1,500 to $2,000 compared to a $200 to $300 monthly cost
for the overall Medicaid population. Whether or not the states elect to offer DM
services for this population will likely depend on the ability of the states to nego-
tiate shared cost savings with CMS or on having CMS fund DM services as part
of a CMS demonstration project.

Historically, a small proportion of Medicaid beneficiaries have accounted for a
major proportion of Medicaid expenditures. In the fee-for-service environment,
health care for individuals with chronic illness has often been fragmented and poor-
ly coordinated across multiple health care providers and multiple sites of care. Evi-
dence-based practice guidelines have not always been followed, nor have patients al-
ways been taught how best to care for themselves. These shortcomings are particu-
larly true for patients served under reimbursement systems in which providers lack
incentives for controlling the frequency, mix, and intensity of services, and in which
providers have limited accountability for the outcomes of care, such as fee for serv-
ice Medicaid.

In its current form, the health care system in not equipped to educate, monitor
or support these very sick patients on a longitudinal basis to ensure proper coordi-
nation of care and compliance with complex treatment regimens. For fee for service
Medicaid beneficiaries, this problem is exacerbated by the lack of any medical man-
agement or quality improvement infrastructure. The infrastructure offered by DM
programs fills these gaps resulting in better human and financial outcomes.

Disease managers provide a safety net for seriously and chronically ill patients
in between their physician visits, and are frequently credited with helping patients
with chronic disease avoid unnecessary hospitalizations, unnecessary emergency
room (ER) visits, surgery, and other more invasive care. Instead of relying solely on
the physician-based care system (which, under managed care, and even in fee for
service, has suffered serious and often irrational restraints from formularies, utiliza-
tion review, and incentives to reduce doctor-patient consultation time), DM pro-
grams typically provide access to health care professionals on a 24-hour per day/ 7-
day per week basis. Although disease managers are typically nurses, dietitians,
health educators, social workers, and others who do not take the place of the pri-
mary care physician, they bridge the care management gap that often exists for pa-
tients between physician office visits. Given the propensity by many Medicaid bene-
ficiaries to use the ER for primary care, DM can act as a means of educating pa-
tients on the proper use of the health care system, thus directing patients to pri-
mary care, as well as coordinating a patient’s care across a variety of care settings,
i.e., ER, specialist, PCP, etc.

Disease managers also improve physicians’ effectiveness by providing real-time
patient data and timely information on disease-specific best practices protocols.
Without a DM program, it is unlikely that physicians can monitor patients effec-
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tiveé‘y between (and even during) visits, due to constraints on their time and office
staff.

Given the few Medicaid Managed Care plans available to Medicaid beneficiaries
in rural settings, DM could serve to fill the access to care and quality gap now being
experienced in these areas and greatly reduce overall costs. Since most DM services
can be fully implemented telephonically or via the Internet, rural patients in DM
programs enjoy significantly improved access to care. In addition, to the extent that
the DM programs succeed as expected, rural patients should not need as many vis-
its to hospitals or specialty facilities, which may be distant from their homes and
therefore avoided. Finally, on-line and telephonic DM programs frequently offer pa-
tient self-management and informational tools without cost, which improves access
to services by the uninsured and poor.

DM programs address issues raised by the Institute of Medicine (IOM) regarding
medical errors and quality of care. The IOM reports on medical errors and the dete-
riorating quality of healthcare in Americal argue that DM is not only integral to
preventing medical errors, but also to protecting and improving overall health care
quality, especially for the chronically ill. In the reports, the IOM Committee on
Quality of Health Care in America cites extensive evidence that “the nation’s health
care industry has foundered in its ability to provide safe, high-quality care consist-
ently to all Americans. Reorganization and reform are urgently needed to fix what
is now a disjointed and inefficient system.”

The IOM quality of care report properly stresses the issues posed by chronic con-
ditions, and concludes that:

“clinicians, health care organizations, and purchasers—companies or groups
that compensate health care providers for delivering services to patients—
should focus on improving care for common, chronic conditions such as heart
disease, diabetes, and asthma that are now the leading causes of illness in the
United States and consume a substantial portion of health care resources.
These ailments typically require care involving a variety of clinicians and health
care settings, over extended periods of time.”

To address these issues, the IOM suggests that private and public purchasers,
health care organizations, clinicians, and patients should work together to redesign
health care processes in accordance with the following rules:

¢ Care based on continuous healing relationships. Patients should receive
care whenever they need it and in many forms, not just face-to-face visits.

* Customization based on patient needs and values. The system of care should
be designed to meet the most common types of needs, but have the capability
to respond to individual patient choices and preferences.

* The patient as the source of control. Patients should be given the necessary
information and the opportunity to exercise the degree of control they choose
over health care decisions that affect them.

* Shared knowledge and the free flow of information. Patients should have
unfettered access to their own medical information and to clinical knowledge.

+ Evidence-based decision-making. Patients should receive care based on the
best available scientific knowledge.

* Safety as a system property. Patients should be safe from injury caused by the
care system. Reducing risk and ensuring safety require greater attention to sys-
tems that help prevent and mitigate errors.

* The need for transparency. The health care system should make information
available to patients and their families that allows them to make informed deci-
sions when selecting a health plan, hospital, or clinical practice, or when choos-
ing among alternative treatments.

* Anticipation of needs. The health care system should anticipate patient needs,
rather than simply reacting to events.

* Continuous decrease in waste. The health care system should not waste re-
sources or patient time.

¢ Cooperation among clinicians. Clinicians and institutions should actively col-
laborate and communicate to ensure an appropriate exchange of information
and coordination of care.”

With regard to medical errors, the IOM emphasized that one of the chief culprits
in medical errors is the lack of care management and coordination, resulting from
the decentralized and fragmented nature of the health care delivery system, and the
multitude of unaffiliated providers practicing in different settings without access to
complete medical record information or coordination.

1Crossing the Quality Chasm: A New Health System for the 21st Century, Committee on Qual-
ity of Health Care in America, Institute of Medicine, National Academy Press, Washington, D.C.
(2001).
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The IOM reports are, in all respects, a call to action for, and a validation of, the
critical need to support and promote DM as a solution to many of the problems be-
setting the health care system, both public and private, managed care and fee-for-
service. High-quality DM programs focus directly on the chronic conditions that the
IOM reports consider most costly and ripe for new models of intervention, and im-
prove clinical and financial outcomes in every one of the areas considered most prob-
lematic by the IOM.

ENHANCING CARE COORDINATION—DISEASE MANAGEMENT

The central premise behind DM is elegant in its simplicity. Simply stated, the
value proposition for DM is that “healthier people cost less.” Put another way, if
we can improve the health of the population, we will reduce their demands on the
health care system and that reduced demand translates into lower costs. Chronic
illness is a major driver of health care costs. One reason for this is that many chron-
ically ill individuals experience acute episodes that require expensive (and often
traumatic) treatment in institutional settings. The incidence of such episodes can be
reduced or entirely avoided through proper management of chronic conditions, as
can the progressive worsening of chronic conditions that leads to complications and
co-morbidities. Thus, if health care payors can efficiently deliver interventions that
result in improved management of their chronic condition to those beneficiaries,
quality improvement and cost savings will result.

Candidates for DM services are typically identified through review of their health
insurance and available medical data by health insurers and disease management
organizations (DMOs), or by their primary care providers. Disease managers then
reach out to these individuals and, in concert with their physicians, enroll them in
DM programs.

Many of the interventions that can be provided to individuals with these chronic
illnesses are often relatively simple. For example, great progress can be made by
promoting smoking cessation, improvements in diet and exercise, and teaching pa-
tients to better self-manage many aspects of their condition like blood glucose level
self-monitoring and adherence with prescription drug regimens. These interventions
are supported by regularized, ongoing communication between beneficiaries, care
providers and disease managers through a variety of media including phone, mail
and electronic, and, when warranted, in-home visits, that serves to promote adher-
ence, monitor clinical status, ensure a continuum of care, and to proactively identify
and address situations that could lead to avoidable acute events. Most DMOs have
proven adept at addressing populations with multiple conditions, which is signifi-
cant because a high percentage of individuals with chronic disease have more than
one condition (co-morbidity).

One challenge in delivering effective DM services lies with the fact that the bene-
ficiary population can be a difficult one to impact. Often, the harmful behaviors and
habits that DM programs seek to address have become highly ingrained over dec-
ades. In other cases, beneficiaries are depressed as a consequence of their condition,
have grown skeptical of health care interventions, and may have developed hostility
toward the health care system. DM programs have developed techniques for success-
fully reaching these populations and are able to uncover and motivate the under-
lying desire of most chronically ill individuals for improved quality of life.

Another important feature of disease management is the integration with the
beneficiary’s personal physician. Many DM programs assist the physician as well as
the patient by helping to provide evidence-based practice guidelines specific to their
patients and their conditions. DM programs develop programs and techniques for
reaching out to physicians and have generally been successful in achieving positive
physician satisfaction and participation.

DM works. Peer reviewed studies show that DM can have a significant impact on
both the cost and quality of care and health outcomes.

OUTCOMES

The state of Florida was one of the first states to offer disease management serv-
ices to beneficiaries eligible for Medicaid fee for service and Primary Care Case
Management (PCCM). In LifeMasters program for Florida Medicaid beneficiaries
with Congestive Heart Failure, we were able to reduce healthcare expenditures over
a two-year period by 16.3%, resulting in a net savings to the state (after paying for
program costs) of $4.4 million for an average of just 2,500 beneficiaries. Other states
have launched their own DM initiatives including Washington, Colorado, Texas, Or-
egon, Mississippi, Ohio, Kansas, Idaho, Missouri and Arkansas to name just a few.
There are several DM Organizations that have extensive experience meeting the
distinct needs of Medicaid populations.
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Florida Medicaid Results (Population-based CHF Program)

Intervention Period

Percent Change/Com-

Indicator Baseline Year (Two Years) ment

Total Medical Claims/Year $77,727,365 (Projected two year ~ $65,065,548 (Two year actual -16.3%

costs). costs).

Hospital days/Year ............. 8,859 per 1000 members .. 5,431 per 1000 members ... -38.7%

Percent of beneficiaries on  58.1% 76.5% 32%

ACE inhibitor/
angiotensin receptor
blocker therapy.

Percent of beneficiaries on  30.2% ..o AA1% e 46%
beta blockers.

Percent of beneficiaries re-  30.3% ..coeoevvenrerennceie 93.8% vveerereeieeenieeei s 18%
ceiving an annual cho-
lesterol screening.

Percent of patients report-  N/A 69% N/A
ing abstaining from
smoking.

Percent of patients compli-  N/A 98% N/A
ant with drug treatment
plan.

Percent of patients compli-  N/A T7-85% oo Depends on risk cat-
ant with dietary restric- egory and month
tions. measured

Compliant with drug treat-  N/A 98% N/A
ment plan.

LifeMasters also provides services to managed care Medicaid beneficiaries
through a relationship with Presbyterian Health Plan in New Mexico. Presbyterian
has 133,000 Medicaid beneficiaries. Of this number, there are 2,100 beneficiaries
with Coronary Artery Disease (CAD) and Diabetes enrolled in the disease manage-
ment program. While it is too early in the program to have clinical, cost, and quality
data available, we have found the same level of receptivity to the program as we
experienced with fee for service Medicaid beneficiaries in Florida. One of our disease
management nurses said of one of her program participants: “When I first started
calling [the participant] in May, she was stressed and depressed and frustrated with
her foot pain. Since that time, she has started walking a few miles 4 times a week
and lifting weights. She has lost 10+ lbs and her energy and spirits are higher than
ever. After a trip to her podiatrist, her feet are feeling better. She often thanks me
for calling her and holding her accountable to keep on top of her DM and exercising.
Without the program she doesn’t think she would be doing so well.”

LifeMasters has also provided services to managed care Medicaid beneficiaries
through a relationship with Fallon Community Health Plan, which has been ranked
the number one HMO in America four times over the past several years: twice by
Newsweek (1999, 1996) and twice by U.S. News and World Report (1998, 1996). Be-
ginning in 1999, Fallon’s members with diabetes were enrolled in the LifeMasters
diabetes management program. According to Val Slayton, MD, Fallon’s former Chief
Medical Officer, the cost savings achieved with the Medicare (9.2%) and Medicaid
(42.9% for a relatively small population) populations have been larger than those
in the Commercial group (4.7%) for patients with diabetes in the first year on a per
member, per month (pmpm) basis compared with baseline figures (see below). Dia-
betic claims cost on a PMPM basis fell from $691 to $632.

Fallon Community Health Plan Results (Diabetes) Program Results after 1 Year

Percent Change/

Indicator Baseline Year Intervention Period Comment
Total Medical Claims/Year ......................... $717.80 $486.93 -42.9%
Hospital days/Year 1,536 per 1000 .. 1,173 per 1000 .. -23.6%
Cardiac (CHF+CAD) Days/Year . . 284 per 1000 69 per 1000 -75.6%
Average HbAlc Value (entire population) ... 8.2% 1.5% -8.5%

Other Disease Management Organizations have had success in deploying DM

interventions in Medicaid populations.
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McKesson Corporation has extensive expertise providing disease and demand
management experience through direct contracting with State Medicaid programs
including contracts with the Washington State Medical Assistance Administration
(MAA), the Oregon Medical Assistance Program, Florida’s Agency for Health Care
Administration (AHCA), the Mississippi Division of Medicaid, and Colorado’s Divi-
sion of Health Care Policy and Administration. Furthermore, the states of New
Hampshire and Montana have selected McKesson to provide disease management
for their Medicaid fee-for-service population.

Initial results for Washington MAA (asthma, diabetes and heart failure) have
demonstrated significant clinical and economic improvement. The state of Wash-
ington recently released their first year estimated net savings from their disease
management programs. The results from the state show greater than $1.5 million
of first year savings for the 18,000 Medicaid recipients eligible for the service. Sav-
ings of $900,000 were noted in the diabetes population, $375,000 for heart failure,
and $250,000 for asthma.

Columbia United Providers, a Medicaid managed care provider based in Van-
couver, Washington has had significant success in implementing behavior changes
among members enrolled in an asthma DM program. At the time the plan’s mem-
bers first enrolled in the asthma program approximately 8% had an action plan; at
six months, nearly 46% had such a plan—an increase of 450%. Members taking
asthma medication every day to control symptoms increased to 33% at six months
from 29% at enrollment. The analysis of medical and pharmacy claims (using a
matched cohort design) for this Medicaid Program was quite positive and resulted
in a very positive financial return to the client ($2.25 ROI).

A second managed Medicaid program in the Northeast completed an asthma pro-
gram for its identified members, showing highly significant reductions in inpatient,
emergency room and outpatient symptomatic office visits utilization when compared
to a matched cohort of non-participating asthmatics (p< .01 for all comparisons), re-
sulting in a very favorable financial return ($1.61 ROI).

In addition to these Medicaid-specific analyses, McKesson has completed 9 med-
ical claims analyses for commercial asthma programs; 13 completed studies for com-
mercial diabetes programs; and 10 completed studies for commercial heart failure
programs. The results of these studies demonstrate improvements in health status
and net reductions in claims costs resulting in favorable ROI.

The experience of McKesson’ Care Support Programs demonstrates their efficacy
and relevance to Medicaid populations. These studies strongly suggest that struc-
tured DM programs can create positive clinical and financial outcomes while pro-
moting enhanced self-management through continued support, education, and pa-
tient involvement.

LifeMasters and McKesson are not unique in achieving results such as those de-
scribed above. As the industry matures, other companies are also demonstrating the
economic and qualitative value of DM services in the commercial, Medicare+Choice,
and Medicaid arenas

DM PROGRAMS ARE BUDGET NEUTRAL IN THE FIRST YEAR OF IMPLEMENTATION

Most DM programs expect to generate net savings during the first contract year
(defined as savings greater than the cost of the DM program), with the greatest pro-
gram impact being realized in the second half of the year, once the majority of pro-
gram prospects are enrolled. Further savings are expected in years two and beyond
as the program staff has more time to interact with program participants and their
physicians. Savings are generally calculated by comparing per member per month
healthcare costs for the year(s) in which the program was in effect with a per mem-
ber per month baseline which is adjusted for medical inflation. In some cases, a con-
trol group methodology is employed which compares the cost of people who had ac-
cess to the program with a group of similar people who did not. This is particularly
useful because chronic disease is progressive in nature and costs can be expected
to increase in the absence of a program. However, there are ethical concerns about
denying a program to people who could benefit from it. The table below illustrates
this ability of a CHF disease management program to reduce cost trend as well as
actual cost.

Which disease(s) the states elect to focus their immediate attention on will depend
largely on the prevalence and cost of disease(s) in the Medicaid population and the
states’ specific goals. For example, if the state’s immediate goal is to maximize re-
turn on investment and savings in the first year, the likely choice is to manage
beneficiaries with diabetes, CHF and CAD. People with these conditions are costly,
the diseases are closely related (many people with diabetes are co-morbid with CHF
or CAD) and a significant reduction in hospitalizations and ER visits can happen
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very quickly. If the state decides to move in that direction, it is recommended that
the state contract with one organization to manage these conditions in a specific ge-
ography. This approach leads to much better coordination of care and less confusion
among patients and their physicians.

RECOMMENDATIONS

DMAA believes that comprehensive disease management, if fully employed in
Medicaid, can:

e Achieve the objective of better addressing preventive care and chronic illness
under Medicaid

* Improve the safety and quality of care by adhering to evidence-based treatment
guidelines and outcomes data, and by providing patients with a safety net be-
tween physician and hospital visits, thereby reducing drug and treatment errors
and improving care coordination

* Improve access to care by around the clock nursing and high-tech contacts, and
by assisting rural caregivers and their patients who do not have the benefit of
easy entrée to in-person care

» Improve patient self-management of, and responsibility for, preventing and treat-
ing their conditions by its innovations in patient-centered and collaborative edu-
cation

e Improve financial cost containment without sacrificing quality or patient satisfac-
tion by serving as an alternative to the increasingly unacceptable cost-contain-
ment techniques of managed care, such as utilization review, gatekeeper restric-
tions, referral limitations, and drug restrictions

e Enhance efforts in the public health arena by providing health improvement pro-
grams on a population basis; creating financial incentives to promote and de-
liver preventive interventions on a large scale using advanced outreach tech-
nologies, especially secondary preventive measures; and encouraging those seg-
ments of the private sector that have not yet embraced DM to do so.

DMAA supports the integration of fully accredited DM programs into fee for serv-
ice and managed Medicaid according to the following principles endorsed by DMAA:

* There should be no discrimination against beneficiaries who currently lack access
to the benefits of DM programs available to some managed care and fee for
service Medicaid enrollees

* Medicaid fee for service programs should directly contract with DM organizations
to offer such benefits on a population basis.

Congress and the states should focus their initial DM efforts on managing bene-
ficiaries with the highest cost, highest prevalence conditions where evidence exists
that changes in lifestyle, monitoring and early intervention reduce costs and im-
prove health outcomes.

With these criteria in mind, the first priority should be to disease manage aged,
blind and disabled beneficiaries with diabetes, congestive heart failure (CHF), coro-
nary artery disease (CAD), chronic obstructive pulmonary disease (COPD) or asth-
ma. A secondary emphasis should focus on managing all fee for service beneficiaries
and dual eligibles with these same chronic illnesses. States should focus their efforts
on beneficiaries with these diseases for a number of reasons including:

e Diabetes, CHF, CAD, COPD and asthma affect more than 20% of the entire Med-
icaid aged, blind, disabled and dual eligible populations while accounting for as
much as 75% or more of total costs.

* Incidence of these diseases continues to grow at a significant rate—costs will con-
tinue to increase over time.

* These debilitating diseases greatly diminish an individual’s quality of life and
have a high rate of morbidity and premature mortality.

¢ Non-whites are disproportionately affected by these chronic diseases, experiencing
much higher morbidity and mortality rates than their white counterparts. Fo-
cusing on managing people with these diseases helps to minimize the impact
of the racial and ethnic disparities experienced in health care.

* Diabetes, CHF and CAD are closely related, with a great percentage of people
with diabetes developing CHF and/or CAD as a result of the cardiovascular
damage caused by their diabetes. People with diabetes are frequently co-morbid
with these conditions.

» Typically, investing in DM for these groups delivers a return on investment of
150% to 250% in the first year.

* Asthma prevalence rates among low-income children and adults make it a high
public health priority. First year ROI experienced managing people with asthma
is break even or slightly positive.
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e Much of the human and economic cost associated with these diseases can be posi-
tively impacted through longitudinal health management, lifestyle modification,
disease-specific vital signs and symptoms monitoring, and early intervention.
These efforts have been shown to reduce or delay health complications while
lowering overall costs.

CONCLUSION

Based on documented cost reductions and quality improvements from Medicaid
DM programs in selected states, it is likely that a comprehensive DM strategy cov-
ering beneficiaries with diabetes, CHF, CAD, COPD, asthma and ESRD could de-
liver cost savings to the Medicaid program into the billions of dollars annually while
concurrently improving access to care, beneficiary quality of life and health out-
comes.

The most innovative states along with Medicare+Choice and private sector organi-
zations have benefited from high quality DM, and these organizations now have ir-
refutable evidence that these programs have not only improved the delivery of
healthcare services, but have also achieved impressive clinical quality improvements
and cost savings. Based on the demonstrated evidence of successful clinical and fi-
nancial outcomes of disease management programs, DMAA and LifeMasters believe
that our nation should move to offer disease management services to all Medicaid
beneficiaries with chronic disease.

Mr. BILIRAKIS. Thank you very much, Ms. Selecky.
Mr. Hilferty?

STATEMENT OF DANIEL J. HILFERTY

Mr. HILFERTY. Mr. Chairman and members of the subcommittee,
my name is Daniel Hilferty. I am president and CEO of
AmeriHealth Mercy/Keystone Mercy Health Plan. AmeriHealth
Mercy and its family of health plans serve over 1.3 million Med-
icaid beneficiaries in six States, Pennsylvania, New Jersey, Ken-
tucky, South Carolina, Virginia, and California.

As a mission-driven organization, AmeriHealth Mercy specializes
in managing the delivery of health care services and providing
health care management services for organizations serving enroll-
ees in Medicaid managed care programs and State children’s
health insurance programs.

I appreciate this opportunity to testify about the value of the pri-
vate sector health plans bring to the Medicaid program.
AmeriHealth Mercy/Keystone Mercy has played a leading role in
improving health care quality for Medicaid beneficiaries.

I am also testifying today on behalf of the American Association
of Health Plans.

Today, I will focus on strategies Medicaid’s managed care plans
are implementing to improve the health care system for Medicaid
enrollees. My testimony will also emphasize the importance of en-
suring that State Medicaid managed care p<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>